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SUBJECT: Econoni ¢ Devel opnment and Job Creation Program

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
X amended March 31, 1998.

AMENDMENTSIMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
X introduced February 19, 1998, and amended March 31, 1998

X FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSIS OF BILL AS INTRODUCED February 19, 1998, and AMENDED March 3{,
1998, STILL APPLIES.

OTHER - See comments below.

SUWARY OF BILL

Under the Governnent Code, this bill would require the Trade and Comrerce Agency
to designate one city for the Economi c Devel opnent and Job Creation Program The
city nust have (1) a population of |ess than 100,000, (2) an unenpl oynent rate at
| east 4% hi gher than the County of Los Angeles, and (3) a public assistance
caseload that is greater than 25% of the city’ s popul ation

Under the Revenue and Taxation Code, this bill would specify that nost tax
incentives available to taxpayers in the existing Los Angel es Revitalization Zone
woul d apply to taxpayers operating businesses within the designated city.

Under uncodified law, this bill would require the departnent annually, beginning
February 1, 2000, to report to the Governor and the Legislature information on
the dollar value of the tax incentives clainmed each year by businesses |ocated in
the city designated under this bill. The bill also would require the departnent
to design and distribute forns and instructions that would all ow the depart nent
to determine the foll ow ng

1. The nunber of jobs and new enpl oyees for which the hiring credits are cl ai med.

2. The ampounts of each tax incentive clained under the bill

3. The nunber and nature of businesses clainmng each individual tax incentive and
t he nunber of businesses for which the tax incentives clained are their first

econom ¢ devel opnent area tax incentive.

4. The proportional distribution of tax incentives anong industry groups.
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SUVVARY OF AMENDIVENT

The May 14, 1998, anendnents added the Governnent Code provisions regardi ng Trade
and Commerce Agency designation, renoved references to the City of Conpton, added
the reporting requirenent, and accepted the technical anendnments proposed in the

department’s prior analyses of this bill

The May 14, 1998, anendnents resolved all but one technical consideration and the
i npl erent ati on consi deration, which are included bel ow for the reader’s

conveni ence. Except for the resolved technical considerations, the departnment’s
anal yses of the bill as introduced and as anmended March 31, 1998, still apply.

In addition, the departnment has identified other inplenentation, and technical
consi derations, which are di scussed bel ow.

| mpl enent ati on Consi der ati ons

The hiring credit defines "resident" by reference to Section 7101 of the
Governnent Code. Section 7101 of the Governnent Code is contained in the Los
Angel es Revitalization Zone (LARZ) chapter, which will be repealed by its own
provi sions on Decenber 1, 1998. Thus, after that date, the reference no | onger
woul d be applicable. Also, the definition of "resident" contained in Section
7101 requires that the individual reside in the LARZ, which will no |onger exist
after Decenber 1, 1998. Pursuant to discussions with the author’s staff and the
sponsor, amendnments 5 and 14 would resolve this concern by defining "resident" as
a person who lives in the city designated under the bill.

This bill contains operative dates for the transaction for which the incentive
applies (e.g., purchasing qualified property). To ensure that the incentives are
avail able equally to cal endar and fiscal year taxpayers, anendnents 1, 2, 8, 9,
11, 12, 19, and 20 woul d repl ace the beginning date with a reference to the date
the city is designated and woul d renove the endi ng transactional operative date.
Thus, the incentives would apply to taxable or incone years beginning on or after
the date the city is designated and begi nning before January 1, 2003.

Techni cal Consi der ati ons

This bill raises the follow ng technical considerations:

1. This bill provides that the tax incentives apply to business operations in the
city designated pursuant to Government Code Section 7102.5. That code section
woul d be added to Chapter 12.95 of the Governnent Code. However, Chapter 12.95
of the Government Code will be repealed by its own provisions on
Decenber 1, 1998, thereby al so repealing Section 7102.5, if added by this bill.

2. The bill would require that the hiring credit be reduced by the amount of
certain other credits allowed. This provision, however, references the expired
jobs tax credit and the repeal ed enterprise zone and program area hiring

credits, which were replaced by the new enterprise zone hiring credit. In
addition, this section would not require the hiring credit provided under this
bill to be reduced by any allowed hiring credit provided under the new

Manuf act uri ng Enhancenent Area or Targeted Tax Area provisions. Pursuant to

di scussions with the author’s staff and the sponsor, anmendnents 7 and 17 woul d
resolve this concern by instead providing that, if the wages qualified for nore
than one credit, only one credit could be clainmd. Anendnents 7 and 17 al so
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make a technical correction by changing the phrase "any reduction” to "the
application of the limtation."

3. This bill would require taxpayers to recapture the hiring credit if the
qualified enployee is terminated within a specified period. The departnent has
determ ned that the recapture rules are unclear with regards to their
application to enployers of seasonal enployees. Anendnents 6 and 16 woul d
provide clarification and woul d define "seasonal enploynent."

4. Amendrents 10, 15, and 18 woul d replace the words "bank or corporation” with
"corporation," since the Bank and Corporation Tax Law (B&CTL) definition of
"corporation" has been anended to include banks.

5. Arendnents 21 and 22 woul d renove unnecessary references in the B&CTL
provisions to "Part 11," since the B&CTL is Part 11.

6. Amendment 4 woul d replace "the city of Conpton" with the phrase "the city
designated pursuant to Section 7102.5 of the Government Code.”

7. Amendments 3 and 13 would replace the terms "individual" and "disadvantaged
individual" with the correct term "qualified disadvantaged individual" and
would insert the word "first" where appropriate.



Anal yst Jeani Brent
Tel ephone # 845-3410
At t or ney Doug Bramhal |

FRANCHISE TAX BOARD'S
PROPOSED AMENDMENTS TO AB 2205
As Amended May 14, 1998
AMENDMENT 1
On page 4, strikeout line 31, and insert:
after the date the city is designated pursuant to Section 7102.5 of the
Government Code, of
AMENDMENT 2
On page 7, line 14, strikeout "January 1, 1998" and insert:

the date the city is designated pursuant to Section 7102.5 of the Government Code

AMENDMENT 3
On page 7, line 35, strikeout “individual” and insert:

qualified disadvantaged individual first

AMENDMENT 4
On page 8, line 3, strikeout "City of Compton" and insert:

city designated pursuant to Section 7102.5 of the Government Code

AMENDMENT 5
On page 8, strikeout lines 15 and 16, and insert:
(5) "Resident” means a person residing in the city designated pursuant to
Section 7102.5 of the Government Code.
AMENDMENT 6
On page 9, modify lines 4 through 40, as follows:
business.
(9) "Seasonal employment” means employment by a taxpayer that has regular
and predictable substantial reductions in trade or business operations.

(c) (1) (A) If the employment, other than seasonal employment, of any
gualified disadvantaged individual, with respect to whom qualified wages are
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taken into account under subdivision (a), is termnated by the taxpayer at any
time during the first 270 days of that enploynent, whether or not consecutive, or
before the close of the 270th cal endar day after the day in which that qualified
di sadvant aged i ndi vi dual conpl etes 90 days of enploynent with the taxpayer, the
tax inposed by this part for the taxable year in which that enploynent is
term nated shall be increased by an anmount equal to the credit allowed under
subdivision (a) for that taxable year and all prior taxable years attributable to
qual i fied wages paid or incurred with respect to that qualified di sadvant aged
i ndi vi dual

(B) If the seasonal enploynment of any qualified di sadvantaged individual,
with respect to whomqualified wages are taken into account under subdivision
(a), is not continued by the taxpayer for a period of 270 days of enpl oynent
during the 60-nonth period beginning with the day the qualified di sadvant aged
i ndi vidual first commences seasonal enploynent with the taxpayer, the tax inposed
by this part, for the taxable year that includes the 60th nonth follow ng the
month in which the qualified di sadvantaged indi vi dual comences seasona
enpl oynment, shall be increased by an anount equal to the credit all owed under
subdivision (a) for that taxable year and all prior taxable years attributable to
qual i fied wages paid or incurred with respect to that qualified di sadvant aged
i ndi vi dual

(2) (A Paragraph Subparagraph (A) of paragraph (1) shall not apply to any
of the foll ow ng:

(i) Atermnation of enploynent of a di sadvantaged i ndividual who
voluntarily | eaves the enploynment of the taxpayer

(ii) Atermnation of enploynent of a disadvantaged individual who, before
the close of the period referred to in subparagraph (A of paragraph (1), becones
di sabl ed and unable to performthe services of that enploynment, unless that
disability is renoved before the close of that period and the taxpayer fails to
of fer reenploynent to that individual

(iii) Atermnation of enploynent of a disadvantaged individual, if it is
determ ned under the applicabl e enpl oynent conpensation provisions that the
termnati on was due to the m sconduct of that individual

(iv) Aternination of enploynent of a disadvantaged individual due to a
substantial reduction in the trade or business operations of the taxpayer.

(v) Atermnation of enploynent of a disadvantaged individual, if that
i ndividual is replaced by other qualified enployees so as to create a net
increase in both the nunber of enployees and the hours of enpl oynent.

(B) Subparagraph (B) of paragraph (1) shall not apply to any of the
foll ow ng:

(i) Afailure to continue the seasonal enploynent of a qualified
di sadvant aged i ndi vidual who voluntarily fails to return to the seasona
enpl oynent of the taxpayer.

(ii) Afailure to continue the seasonal enploynent of a qualified
di sadvant aged i ndi vi dual who, before the close of the period referred to in
subpar agraph (B) of paragraph (1), becones disabled and unable to performthe
servi ces of that seasonal enploynent, unless that disability is renoved before
the close of that period and the taxpayer fails to offer seasonal enploynent to
t hat i ndi vi dual

(iii) Afailure to continue the seasonal enploynent of a qualified
di sadvantaged individual, if it is determ ned under the applicable enpl oynent
conpensation provisions that the failure to continue the seasonal enpl oynent was
due to the m sconduct of that individual
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(iv) Afailure to continue seasonal enploynent of a qualified di sadvant aged
i ndi vidual due to a substantial reduction in the regul ar seasonal trade or
busi ness operations of the taxpayer.

(v) Afailure to continue the seasonal enploynent of a qualified
di sadvantaged individual, if that individual is replaced by other qualified
enpl oyees so as to create a net increase in both the nunber of seasonal enpl oyees
and the hours of seasonal enpl oynent.

@aood EG. COUNSEL: Pl ease renunber remai ni ng subpar agr aph

AMENDMENT 7

On page 10, nodify lines 22 through 39 as foll ows:

(e) Fhe-credit—shallbe reduced by the creditsallowed under—Sections
170537170538, 1705310, 1705311, —and 1705317 ¢clatned forthe sane
di-sadvantagedindivi-dual—TFheecredi-t—shall—alse If the taxpayer is allowed a
credit for qualified wages pursuant to this section, only one credit shall be
allowed to the taxpayer under this part with respect to those qualified wages.

(f) The credit allowed by this section shall be reduced by the federa
credit allowed under Section 51 of the Internal Revenue Code.

(g) In addition, any deduction otherw se allowed under this part for the
wages or salaries paid or incurred by the taxpayer upon which the credit is based
shal |l be reduced by the anpbunt of the credit, prior to anry—+eduction the
application of the limtations required by subdivision (H—er{gr (h) or (i).

r

(h) I'n the case where the credit otherw se allowed under this section
exceeds the net tax for the taxable year, that portion of the credit that exceeds
the net tax may be carried over and added to the credit, if any, in the 15
succeedi ng taxable years, until the credit is exhausted. The credit shall be
applied first to the earliest taxable years possible.

(i) (1) The anmpbunt of the credit otherw se allowed under this

AVENDMVENT 8
On page 13, strikeout lines 4 and 5, and insert:

on or after the date the city is designated pursuant to Section 7102.5 of the
Gover nnent Code.

AVENDMENT 9

On page 23, lines 28 and 29, strikeout "before January 1, 2004"

AMENDMENT 10

On page 25, line 33, strikeout "bank or"
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AVENDVENT 11
On page 25, strikeout line 38, and insert:

after the date the city is designated pursuant to Section 7102.5 of the
CGover nnent Code, of
AVENDMVENT 12
On page 28, line 20, strikeout "January 1, 1998" and insert:

the date the city is designated pursuant to Section 7102.5 of the Governnent Code

AVENDMENT 13
On page 29, line 2, strikeout “disadvantaged individual” and insert:

qualified disadvantaged individual first

AMENDMENT 14
On page 29, strikeout lines 23 and 24, and insert:

(5) "Resident" means a person residing in the city designated pursuant to
Section 7102.5 of the Government Code.

AMENDMENT 15

On page 29, line 25, strikeout "bank or".

AMENDMENT 16

On page 30, modify lines 17 through 40, and on page 31, modify lines 1
through 14, as follows:

business.

(9) "Seasonal employment" means employment by a taxpayer that has regular
and predictable substantial reductions in trade or business operations.

(c) (1) (A) If the employment, other than seasonal employment, of any
gualified disadvantaged individual, with respect to whom qualified wages are
taken into account under subdivision (a), is terminated by the taxpayer at any
time during the first 270 days of that employment (whether or not consecutive) or
before the close of the 270th calendar day after the day in which that qualified
disadvantaged individual completes 90 days of employment with the taxpayer, the
tax imposed by this part for the income year in which that employment is
terminated shall be increased by an amount equal to the credit allowed under
subdivision (a) for that income year and all prior income years attributable to
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qual i fied wages paid or incurred with respect to that qualified di sadvant aged
i ndi vi dual

(B) If the seasonal enploynment of any qualified di sadvantaged individual,
with respect to whom qualified wages are taken i nto account under subdivision
(a), is not continued by the taxpayer for a period of 270 days of enpl oynment
during the 60-nonth period beginning with the day the qualified di sadvant aged
i ndi vidual first commences seasonal enploynent with the taxpayer, the tax inposed
by this part, for the inconme year that includes the 60th nonth follow ng the
month in which the qualified di sadvantaged indi vi dual comences seasona
enpl oynent, shall be increased by an anmount equal to the credit all owed under
subdivision (a) for that incone year and all prior incone years attributable to
qualified wages paid or incurred with respect to that qualified di sadvant aged
i ndi vi dual

(2) (A Paragraph Subparagraph (A) of paragraph (1) shall not apply to any
of the foll ow ng:

(i) Atermnation of enploynent of a disadvantaged individual who
voluntarily | eaves the enploynent of the taxpayer

(ii) Aternination of enploynent of a di sadvantaged individual who, before
the close of the period referred to in subparagraph (a) of paragraph (1), becones
di sabl ed and unable to performthe services of that enploynent, unless that
disability is renoved before the close of that period and the taxpayer fails to
of fer reenploynent to that individual

(iii) Atermnation of enploynment of a disadvantaged individual, if it is
determ ned under the applicabl e enpl oynment conpensation provisions that the
term nati on was due to the m sconduct of that individual

(iv) Atermnation of enploynent of a disadvantaged individual due to a
substantial reduction in the trade or business operations of the taxpayer.

(v) Atermnation of enploynent of a disadvantaged individual, if that
i ndividual is replaced by other qualified enployees so as to create a net
increase in both the nunber of enployees and the hours of enpl oynent.

(B) Subparagraph (B) of paragraph (1) shall not apply to any of the
fol | owi ng:

(i) Afailure to continue the seasonal enploynent of a qualified
di sadvant aged i ndi vi dual who voluntarily fails to return to the seasona
enpl oynent of the taxpayer.

(ii) Afailure to continue the seasonal enploynent of a qualified
di sadvant aged i ndi vi dual who, before the close of the period referred to in
subpar agraph (B) of paragraph (1), becones disabled and unable to performthe
servi ces of that seasonal enploynent, unless that disability is renoved before
the close of that period and the taxpayer fails to offer seasonal enploynent to
t hat i ndi vi dual

(iii) Afailure to continue the seasonal enploynent of a qualified
di sadvantaged individual, if it is determ ned under the applicabl e enpl oynent
conpensation provisions that the failure to continue the seasonal enpl oynent was
due to the m sconduct of that individual

(iv) Afailure to continue seasonal enploynent of a qualified disadvantaged
i ndi vidual due to a substantial reduction in the regul ar seasonal trade or
busi ness operations of the taxpayer.

(v) Afailure to continue the seasonal enploynent of a qualified
di sadvantaged individual, if that individual is replaced by other qualified
enpl oyees so as to create a net increase in both the nunber of seasonal enpl oyees
and the hours of seasonal enploynent.

(© For purposes of paragraph (1), the enpl oynent
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AMENDMVENT 17

On page 31, nodify lines 36 through 40 and on page 32, nodify lines
1 through 12, as follows:

Fheeredit—shall—alse If the taxpayer is allowed a credit for qualified wages
pursuant to this section, only one credit shall be allowed to the taxpayer under
this part with respect to those qualified wages.

(f) The credit allowed by this section shall be reduced by the federa
credit allowed under Section 51 of the Internal Revenue Code.

(g) In addition, any deduction otherw se allowed under this part for the
wages or salaries paid or incurred by the taxpayer upon which the credit is based
shal | be reduced by the anount of the credit, prior to any—+eduction the
application of the linmtations required by subdivision (H—er—{gr (h) or (1).

r

(h) I'n the case where the credit otherw se allowed under this section
exceeds tax for the incone year, that portion of the credit that exceeds the tax
may be carried over and added to the credit, if any, in the 15 succeedi ng i ncone
years, until the credit is exhausted. The credit shall be applied first to the
earliest incone years possible.

(i) (1) The amount of credit otherw se allowed

AVENDMENT 18

On page 34, line 6, strikeout "bank or".

AMVENDMVENT 19
On page 34, strikeout lines 15 and 16, and insert:

on or after the date the city is designated pursuant to Section 7102.5 of the
Gover nnent Code.

AVENDMENT 20

On page 45, lines 8 and 9, strikeout "before January 1, 2004"

AVENDMENT 21

On page 45, line 10, strikeout "of Part 11"



Assenbly Bill 2205 (Washi ngton)
Anended May 14, 1998

Franchi se Tax Board’'s Proposed Amendnents
Page 7

AMENDMENT 22

On page 45, line 31, strikeout "of Part 11"



